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KEY ECONOMIC INDICATORS: 


HONDURAS 


All figures in million US$ Exchange rate as of February 1981 
unless otherwise stated. US$1.00 = Lempiras 2.00 (Since 1931) 


ITEM 


ECONOMIC GROWTH 
at Current Prices 
GOP at Constant 1966 Prices 
Per Capita GDP at Constant 1977 Prices 
Population (1,000) (mid-year) 


CENTRAL GOVERNMENT FINANCE: 


Current Revenues 

Current Expenditures 

Capital Expenditures 

Deficit 

Public Debt Outstanding 
Domestic Debt 

External Debt 

Public Debt as % of Current GDP 


MONEY AND PRICES: 
Money Supply* 


Bank Deposits* 
Consumer Price Index (1966 - 100)* 


BALANCE OF PAYMENTS 
Net International Reserves 
(Consolidated Banking System) 
Net International Reserves (Central Bank) 
Current Account Balance 
Debt Service Ratio (% Export Goods & Services) 
Total Exports (F.0.B.) Goods and Services 
Bananas 
Coffee 
Lumber 
Refrigerated Meat 
Metals 
Total Imports (F.0.B.) Goods & Services 
Imports of Goods (C.1.F.) from U.S. 
Trade with CACM 
Exports (F.0.B.) 
Imports (C.1.F.) 
Deficit 


1978 
(Final) 


1,819 
921 
479 

3,439 


136 
157 
-156 
8. 

708 
141 
211 
42 
Bg 
31 
881 
291 


49 
97 
48 


1979 1980 % Change 
(Final) (Prelim) 


2,166 2,554 
983 1008 
493 489 

3,564 3,691 


-55 
-38. 
80 


ll 
10 
a, 
42 
61 Ree. 
45 22 
1,072 21. 
371 23 


60 40 
98 5 
38 -55 


* As of December 31 each year. 


SOURCE: Central Bank of Honduras. 





3 
SUMMARY 


Last year saw a sharp downturn in the sustained surge in real eco- 
nomic growth Honduras experienced in the previous 4 years when the 
real growth rate averaged 7.8 percent. The increase in real growth 
was only 2.5 percent—less than the country's 3.6 percent population 
growth rate. A severe shortage of credit, disappointing export per- 
formance, soaring petroleum import costs and a lack of investor con- 
fidence are the principal reasons behind the decline. At current 
prices, overall gross domestic product (GDP) growth was 17.9 percent 
reaching $2.554 billion. Inflation continued its surge, which began 
in the last quarter of 1979, through the first three-quarters of 
1980, peaking at the monthly rate of 23.3 percent in March. How- 
ever, price increases moderated in the fourth quarter, and the con- 
sumer price index (CPI) on December 31, 1980, was 9.9 percent higher 
than it had been a year earlier. 


Imports of goods and services grew 22.5 percent to $1.3 billion. 
Petroleum purchases registered another dramatic increase rising from 
$113 million to $171 million. Food and edible oil imports grew from 
$63.5 million to $104 million. The bulk of this increase is accounted 
for by a $32 million expenditure on basic grains (corn, beans, and 
rice) to cover a deficit in local production. Growth in non-oil im- 
ports was 14 percent. Exports, on the other hand, increased at a 
rate of only 11 percent. Honduras' four major products— bananas, 
coffee, meat, and lumber—all recorded lower volume outputs than the 
previous year. Bananas decreased in quantity, but higher unit prices 
resulted in a 10-percent increase in earnings. Coffee sales, real- 
ized early in the year at then higher prices, showed a slight revenue 
gain but fell short of expectations. Sugar was a bright spot earn- 
ing $29 million in foreign exchange compared with $13 million in 
1979. The combined total of "other products," representing "non- 
traditional" exports, advanced from $90 million in 1979 to $116 mil- 
lion last year. The bottom line was a balance-of-payments current 
account deficit of $346 million up from $192 million in 1979. Capi- 
tal inflows were not sufficient to offset this. Net international 
reserves closed the year at $110 million representing a $70 million 
loss for the year. Reserves at this level are estimated to be suf- 
ficient to cover about 1 month's imports. 


The credit shortage results from reduced deposits, capital flight, 
and cutbacks in lending by foreign commercial banks, which, since 
mid-1979, have reduced their exposure in the face of tight money 
conditions worldwide and political turmoil in Central America. 

Also, the failure of a commercial bank in November 1980 made lenders 
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more wary. The liquidity squeeze was compounded by the Government's 
financing a much larger fiscal deficit than anticipated by diverting 
credit from the private sector. When loan money has been available 
in Honduras, interest rates have been high—usually at the 19 per- 
cent ceiling set in March 1980. Consequently, investment has tailed 
off sharply and such key areas as agriculture, construction, and pri- 
vate sector capital formation declined in real terms in 1980. 


Honduras has recently launched two major infrastructure ventures: 
the $600 million El Cajon hydroelectric project and the $200 million 
Olancho paper and pulp complex. These undertakings are greatly in- 
creasing foreign borrowing, albeit at concessionary terms from inter- 
national financial institutions. To prepare for the onslaught of 
new debt, Honduras worked out a 3-year Extended Fund Facility (EFF) 
arrangement with the International Monetary Fund in June 1979. How- 
ever, due to the Government's overspending, the EFF was suspended in 
mid-year and remained so until the Government moved to close a large 
budgetary gap in April 1981. An understanding was reached with the 
Fund in May 1981 to reinstate the Facility as of July. 


The outlook for an improved economic picture in Honduras in 1981 is 
not bright. Export growth continues to be stagnant due to substan- 
tially lower coffee prices, shortages in production credit, and 

trade obstacles with neighboring countries. Loan money generated 
from domestic or foreign sources to finance new investments remains 
in short supply. Political uncertainties surrounding the transition 
to civilian rule and unrest in El Salvador and Nicaragua are having 
a further dampening effect. Some relief from the balance-of-payments 
effect of petroleum prices is coming from the Mexican/Venezuelan 
Petroleum Facility. However, Honduras has not used the Facility to 
full advantage because price and refining arrangements to accommodate 
the use of heavier Mexican crude as half of the country's supply 

have not yet been worked out. Development project spending is pro- 
viding some stimulus this year as donor dollars disbursed for such 
projects as El Cajon and the Olancho paper and pulp complex are be- 
ing pumped into the economy. 


CURRENT ECONOMIC SITUATION AND TRENDS 


1. NATIONAL ACCOUNTS AND PRICES 


All 11 components of the Honduran national accounts registered de- 
clines in real growth during 1980. Two categories, agriculture and 
construction, had negative real growth rates of -2.8 percent and 
-2.9 percent, respectively. Overall GDP growth was 17.9 percent 
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adjusted to 2.4 percent in constant 1966 prices. The agricultural 
sector, which includes forestry and fishing, contributed $692 mil- 
lion (27 percent of GDP). Manufacturing increased to $389 million 
(15 percent of total) leading all other categories with a real 
growth rate of 5.7 percent. Commercial activity was in third place 
with $291 million; it had a real growth rate of 3.6 percent. MTrans- 
portation and communications accounted for $193 million and showed 

a real gain of 3.7 percent. The value of construction was $110 mil- 
lion. Combined growth in agriculture, manufacturing, and commerce, 
which together account for half of GDP, was only 1 percent in con- 
stant 1966 prices. 


Honduras calculates its annual inflation rate by averaging monthly 
increments in the CPI over the whole year. Using this method the 
cost of living increase for 1980 is set at 18.8 percent. However, 
consumer prices in December 1979 were in fact 9.9 percent higher 
than in December 1979. Double digit inflation rates, a relatively 
unknown phenomenon here, occurred from September 1979 through Novem- 
ber 1980, peaking at 23.3 percent in March. The rate of price in- 
creases moderated in the fourth quarter. Much of Honduras' infla- 
tion is imported, resulting from soaring petroleum costs, high 
interest rates, and price hikes for products at their point of 
origin. Food costs, which comprised 43 percent of the weighted in- 
dex, advanced 11.8 percent during that period. The rise in this 
component is attributed, on the one hand, to problems in supply re- 
sulting from stagnant investment and adverse weather. On the other 
hand, increases in demand fueled, in part, by political conditions 
in El Salvador and Nicaragua led to higher exports. Expensive im- 
ports were required to close the gap. Housing, which comprises 21 
percent of the index, was up 6.9 percent, and clothing, 14 percent 
of the index, advanced 10 percent. The rate of increase in prices 
advanced at a moderate 9.6 percent pace during the first trimester 
of 1981. 


2. BALANCE OF TRADE AND PAYMENTS 


Growth in exports declined in 1980 to 11 percent after turning out 

a record performance of 21 percent in 1979. Honduras' four major 
products—bananas, coffee, meat, and lumber-—all recorded lower vol- 
ume outputs than the previous year. Banana earnings advanced from 
$200 million to $220 million as a result of higher unit prices. 
Coffee receipts fell short of expectations, but increased from 

$197 million to $204 million. Most of the coffee was sold early 

in the year and earnings were not greatly affected by price de- 
clines; average receipts were $1.50 per 100 lb. bag. Meat exports 





6 


yielded the same amount of revenue as 1979—$61 million. The lum- 
ber sector continued stagnant declining in both production and 
value; finished wood products rose slightly. Metals (silver, lead, 
and zinc) were up 25 percent mainly as a result of high silver 
prices in the first quarter; total volume actually registered a 
sharp decline. Sugar for export jumped 47 percent in production 
and 121 percent in sales to $29 million. A 29-percent increase 
was registered in sales of soaps and detergents—Honduras' princi- 
pal export to its Central American neighbors. Tobacco shipments 
were up in both volume and income bringing in $15 million. The most 
heartening increase was the advance in the entry for "other prod- 
ucts" from $90 million to $116 million. This category encompasses 
Honduras' so-called nontraditional exports such as ornamental 
plants, melons, pineapples, cement, and light manufactures. Given 
the vagaries of international commodity markets, growth in new 
products offers Honduras the most hope for future earnings. 


Imports rose 22.5 percent to $1.3 billion. Sixty percent of Hon- 
duras' imports are capital goods, raw materials, or intermediate 
goods; petroleum comprises 17 percent; and consumer items account 
for 23 percent. Last year, petroleum products advanced from $113 
million in 1979 to $171 million. The second largest growth was 
recorded by food and edible oil imports which grew from $63.5 


million to $104 million. The largest category of imports, machin- 
ery and transportation equipment, rose 23 percent to $307 million. 
Manufactures were up 10 percent to $279 million. The overall in- 
crease in non-oil purchases was 14 percent. Import growth has 

reportedly slowed down somewhat during the first 5 months of 1981. 


A popular way of expressing the impact of petroleum costs here is 
pointing out that, in 1972, 3 lb. of coffee or 57 lb. of bananas 
bought one barrel of petroleum. Currently, it takes 35 lb. of cof- 
fee or 294 lb. of bananas to buy the same barrel. 


The current account deficit was $344 million up sharply from $192 
million in 1979. Capital inflows amounting to $274 million were 
not sufficient to offset this. As a result a $70 million loss in 
official reserves was recorded for 1980. Reserves closed the year 
at a level sufficient to cover 1 month's imports. Capital flight 
continued during 1980; it is estimated at $25-$40 million. Hon- 
duras' status as the only Central American country with a freely 
convertible currency during most of 1980 encouraged other Central 
Americans to devise schemes to obtain Lempiras in order to immedi- 
ately convert them to dollars. At the end of *he year, the Govern- 
ment imposed some mild exchange control measures such as requiring 
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documentation of purchase or travel to buy foreign currency. The 
decline in reserves has continued through the first 5 months of 
1981; usually they build up during this period as export crops are 
sold. 


3. GOVERNMENT FINANCE AND DEVELOPMENT 


Over the last decade the Honduran Government has played an expand- 
ing role in the management and development of the economy. It has 
aggressively pursued a debt led strategy, mobilizing domestic and 
international financing to achieve economic growth and diversifi- 
cation. Outstanding public debt at the end of 1980 was $811 mil- 
lion—$539 million external. However, the term structure and the 
interest burden is quite favorable. Most of it has been borrowed 
from international financial institutions and has been linked to 
development projects. The ratio of debt service payments to ex- 
ports last year was 12.8 percent. Capital expenditures by the 
Government have increased 78 percent over the last 3 years, while 
current expenditures went up only 36 percent in the same period. 
Capital spending will grow even more rapidly over the next 5 years 
now that the El Cajon hydroelectric project and the infrastructure 
investments associated with the Olancho paper and pulp complex are 
underway. These undertakings are expected to raise the debt serv- 
ice ratio to 15-16 percent by 1985. 


Taking the financial implications of its ambitious investment pro- 
gram into account, the Government of Honduras worked out an EFF 
arrangement with the IMF for a 3-year period beginning in mid-1979. 
The program centers on strengthening the public sector's financial 
position by limiting current expenditure growth, undertaking revenue 
raising measures, and increasing income from State enterprises' 
operations. The EFF provides for 47.6 million in Special Drawing 
Rights ($55.6 million) in phased tranches over its 36-month life. 
By February 1980, the Government had drawn $20.3 million—the maxi- 
mum amount allowable prior to July 31, 1980—from the Facility. 
After that date, the EFF was suspended by the Fund for a number 

of reasons. Most notable among these was the emission of Central 
Bank credit to the Government at a rate exceeding agreed upon 
levels. Also, current budgetary expenditures were substantially 
over targets and fiscal reform programs were less than sufficient. 
After the Government moved to close a large budgetary gap in 

April 1981, an understanding was reached with the Fund to rein- 
state the Facility. 


The Central Government budget deficit for 1980 was much larger than 
expected. Despite a revenue increase, expenditures ballooned due 
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to acceding to demands for wage increases, red ink in the opera- 
tions of autonomous public institutions, and expansion of social 
expenditures. The result was a gap of $75 million (after factor- 
ing out anticipated foreign development financing) requiring nearly 
four times more Central Bank financing than was planned. As a con- 
sequence, Central Bank credit expansion to commercial banks was 
held down to 8 percent over the 1979 level. This action coincided 
with exogenous factors such as reduced deposits, capital flight, 
and.cutbacks in loans from foreign commerical banks to create a 
severe credit shortage for the private sector. Businesses com- 
plained that they were being crowded out by the Government in the 
competition for scarce financial resources. In December, a 1981 
budget providing for expenditures just 5.5 percent over 1980 levels 
was approved. By the end of the first quarter of 1981, it was 
clear that a substantial fiscal gap needed to be bridged. In April, 
a tariff surcharge of 10 percent on merchandise imports and 5 per- 
cent on raw materials was imposed to close the breach. 


The present (1979-83) Five-Year Plan calls for significant invest- 
ments in infrastructure, including transportation, communications, 
and alternate sources of energy, as well as education, health care, 
and agrarian reform. At the heart of the plan are the El Cajon 
hydroelectric project and the Olancho paper and pulp complex. 
Financing for El Cajon, which will cost more than $600 million, is 
at very concessionary terms and has been spread among a broad spec- 
trum of multilateral and bilateral lenders led by the World Bank 

and Inter-American Development Bank. The venture consists of con- 
struction of a 270-megawatt dam with room for later expansion. 

After its completion in 5 years, it should furnish all of Honduras' 
electricity needs into the 1990's, eliminating dependence on fossil 
fuels. The project is moving along, more or less, on schedule. The 
$200 million Olancho paper and pulp complex is developing an untapped 
6,000-square-mile forest reserve in the Department of Olancho. Two 
large sawmills are under construction, and there are plans to build 
a paper and pulp mill by 1985. New access roads are being built 

and a port facility at Puerto Castilla is being developed to support 
the venture. This project should give export earnings a substantial 
boost by the mid-1980's. Both sawmills will be about 9 months late 
in starting up. Work at Puerto Castilla has been stopped since 
March 1980, when the construction contractor withdrew. The Govern- 
ment is seeking new bidders and financing to finish the job. Other 
major elements of the Five-Year Plan are the smaller El Nispero 
hydroelectric project, rural electrification in the Aguan Valley, 
and increased expenditures on highway construction. 





4. AGRICULTURE 


Agriculture is the mainstay of the Honduran economy. This sector 
accounts for 27 percent of GDP. In 1980, agricultural growth 

failed to keep pace with inflation. Production levels of the four 
leading products accounting for 63 percent of exports—bananas, cof- 
fee, meat, and lumber—declined last year. Output of sugar, cotton, 
seafood, and tobacco, on the other hand, increased. Production of 
the basic staples of the Honduran diet—corn, beans, and rice—fell 
short of demand requiring imports to close the gap. 


Banana production was down slightly from its 1979 surge—47.5 mil- 
lion versus 49 million boxes. It was off somewhat during the first 
quarter of 1981 due to weather conditions and labor problems but has 
reportedly resumed its normal pace in the second quarter. Coffee 
exports declined for the 1980 calendar year but were up for the 
1979-80 coffee year. The crop came in early due to climatic condi- 
tions and a larger amount than usual was sold in December 1979. 
Heavy rains in December and January caused berry drop, which may 
reduce the size of the 1980-81 harvest. Coffee rust has appeared 
in several places in Honduras, and there is considerable concern 
that it may spread further. Meat exports also benefited from a 
one-time bonanza in 1979 due to a surge in cattle imports from 


Nicaragua after the fall of the Somoza regime. Slaughtering was 
reduced in 1980, and the cattle herd grew slightly from 2.2 million 
to 2.3 million head. Sugar output sustained an upward trend bene- 
fiting from exceptionally high world market prices. Cotton, al- 
though registering a slight gain, continued to suffer from a lack 
of financing and competition for cropland. Tobacco continues to 

be a dynamic sector providing new sources of employment and income. 


There was a shortfall in the basic grains' harvest last year. Esti- 
mated deficits are 16 percent for corn, 20 percent for beans, and 
7 percent for rice. A combination of flood damage and a shortage 
of credit are offered as explanations for the shortfall in corn. 
Beans reportedly suffered exceptional insect damage. Heightened 
demand for all three grains in neighboring countries due to polit- 
ical turmoil further contributed to shortages. Also, investment 
has been slack in the basic grains sector for several years due to 
better incentives for export crops, such as prices, credit, and 
exemption from possible expropriation under the Agrarian Reform 
Law. This exemption was extended to grains in April 1981 for a 
2-year period in an effort to boost production. Wheat imports 
were about 80,000 tons. 





5. MANUFACTURING 


The manufacturing sector is having its difficulties along with the 
rest of the economy. Informed observers have noted that manufac- 
turers continue to invest in production equipment, either to in- 
crease capacity, add new lines, or introduce laborsaving devices. 
However, formation of new enterprises has definitely slowed. Food 
processing, pharmaceuticals, beauty aids, woodworking, and textiles 
are expanding sectors, as are individual enterprises with signifi- 
cant support by or participation with government agencies such as 
CONADI (National Industrial Development Corporation), FONDEI (World 
Bank Industrial Development Fund), INA (Agrarian Reform Institute), 
COHDEFOR (National Forestry Corporation), and CORFINO (the mixed 
enterprise developing the Olancho forest reserve). However, buf- 
feted by high interest rates, tight credit, and perceived political 
uncertainty, many businesspeople are taking a wait and see attitude. 


Notable plant expansions underway include Textiles Rio Lindo ($15 
million), Cementos de Honduras ($22 million), Rosario Resources 
silver/lead/zinc mine ($16 million), Industrias Leyde dairy prod- 
ucts ($4 million), and TEXHONSA spinning mill ($4 million). Major 
new projects, all by State corporations, are the INCEHSA cement 
plant ($55 million), the Aguan Valley palm oil mills and planta- 
tions ($26 million), and the CORFINO Bonito Oriental sawmill com- 
plex ($23 million). Textiles, hand-made cigars, and finished wood 
products industries, all of which export the majority of their pro- 
duction, remain strong. A textile assembly industry taking advan- 
tage of the drawback provisions of U.S. tariff laws (TSUS 807) is 
emerging in San Pedro Sula and Puerto Cortes. Three plants are 
sewing brassieres, a domestic shirt maker has taken on a large 
assembly contract, and a pants factory has opened up. 


Retail merchants reported generally slow sales in the critical third 
and fourth quarters of 1980. Private firms are holding back on capi- 
tal investments for industrial projects. Merchants are stocking con- 
sumer goods in their stores at half the normal inventory levels of 
previous years. This phenomenon is primarily due to the cloudy eco- 
nomic climate and concern over the uncertainty of domestic politics 
and the turbulent regional situation. 


6. ECONOMIC OUTLOOK 


The outlook for an improved economic picture in Honduras in 1981 is 
not good. Exports, which are the locomotive of the economy, are 
expected to grow only 7 percent—less than the rate of inflation. 
GDP growth is projected to be flat. While imports have slowed down, 
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it is unlikely that the rising curve can be held back enough to 
prevent a further loss in reserves. The plunge in coffee prices 
will mean at least a $50 million loss in earnings. Other products 
cannot offset this. Indeed, banana exports were off in the first 
quarter due to labor strife and weather conditions. They have re- 
sumed their normal pace, but it isn't clear that lost ground can 
be made up. Meat also declined in early 1981 because of weak de- 
mand and low prices in the U.S. market. Lumber continues to be 
stagnant. While much of the sugar crop was sold before prices 
skidded, the effects of the dropoff are beginning to be felt. 
Trade with the Central American countries is currently at a stand- 
still. Scarce foreign exchange is a problem for Costa Rica and 
Nicaragua, and Guatemala responded to the import surcharge with 
retaliatory measures that have virtually halted Honduran exports 
to that market. 


Capital inflows, especially in the form of development project 
spending financed by international financial institutions, will 
provide some compensatory financing. Also, some relief is coming 
from the Mexican/Venezuelan Petroleum Facility which allows Hon- 
duras and other Caribbean basin countries to pay for 30 percent of 
costs over a 5-year period at 4-percent interest. This can be ex- 
tended to 20 years at 2-percent interest if used to develop alter- 
nate energy sources. However, Honduras has only partially bene- 
fited from this Facility because price and refining arrangements 
to accommodate the use of heavier Mexican crude as half of the 
country's feedstock have not yet been worked out. The reinstate- 
ment of the IMF Extended Fund Facility will provide another source 
of financial help and may also restore international bankers' con- 
fidence. 


The credit and investment situation is not improving. Loan money 
generated from internal sources or borrowed abroad continues in 

short supply. There is little growth in domestic deposits. Such 
factors as uncertainty about regional political turmoil, concern 
about widely publicized terrorist events such as the hijacking of 

a SAHSA airliner in March and the kidnapping of Honduras' best 

known financier, Paul Vinelli, in December 1980, and the unresolved 
claims held by the foreign creditors of the defunct Banco Financiera 
Hondurena, which went under in November 1980, have discouraged inter- 
national lenders. 


Traditionally, the Honduran economy has contracted in election years 
as investors take a wait and see attitude. Implementation of the 
turnover of the Government to civilian rule has been carried out in 
such a way that Honduras is having its second election year in a row. 
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Election day is set for November 29; voters will choose a president, 
as well as unicameral legislature and municipal leaders. The pres- 
ent interim Government has operated under the disadvantage of being 

a “lame duck" since the day it took office. This has made such deci- 
sions as tax reform and petroleum pricing particularly difficult. 
Also, it is not clear that the Government can hold the line on 
spending in the face of election year pressures. 


Hondurans take pride in the social peace that differentiates it from 
its neighbors. They believe their country can and will successfully 
resist radical political change. Despite its myriad economic prob- 
lems and a troubled regional environment, Honduras is moving ahead 
toward democratic rule and is continuing to address positively 
developmental issues and social concerns. The United States is 
strongly supporting Honduras in this effort. 


IMPLICATIONS FOR U.S. BUSINESS 


SUMMARY: The slowdown in the Honduran economy and the severe credit 
problems that currently exist limit the opportunities for export 
growth in the near future. Investment opportunities continue to 
appear, and due, in part, to the lack of domestic credit, there are 
increasing possibilities for joint ventures. Public works projects 


are continuing and offer opportunities for furnishing capital equip- 
ment and construction services. The Honduran agricultural sector 
has traditionally been a major market for U.S. suppliers, and as 

it increases in sophistication and variety, it is ever more recep- 
tive to a wider range of equipment and materials. However, it is 
currently suffering from a lack of capital investment. 


MARKET OVERVIEW: Commercial activity has slowed down considerably 
Since the fall of 1980. Expectations for real growth in the near 
future are slim. Private investment in capital goods valued at more 
than $200,000 are becoming very rare and will most likely continue 
to be so until the beginning of 1982. Moreover, the recent imposi- 
tion of a tariff surcharge will no doubt cut into potential growth 
in consumption. The underlying demand for sophisticated U.S. prod- 
ucts, both consumer and industrial, remains strong, but economic 
conditions mitigate against growth in U.S. market share in the near 
future. The tight money situation has stimulated an increase in 
trade complaints, principally involving delayed payments. Very few 
refusals to pay or bankruptcies have come to light, a somewhat 
remarkable occurrence given the almost total absence of both foreign 
and domestic credit in the last 6 months. Local firms generally 
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Operate with a lean capital base and rely heavily on short-term 
debt for trade financing and working capital. 


MAJOR PROJECTS: As indicated by the list of major projects on page 
12, procurement by government agencies, autonomous institutions, 

and State corporations offer the most significant opportunities to 
U.S. suppliers and contractors. However, except for the most impor- 
tant projects financed by international financial institutions, 
successful bidding directly by U.S. firms is often impractical. 

The short lead time between announcement and closing, plus the tend- 
ency to divide bids up into small lots, makes it imperative for 
American firms to have a good local agent with strong government 
contacts to represent them. 


COMPETITION: Despite the market dominance by the United States, for- 
midable competition in certain market sectors is growing from third 
countries, most notably Japan. MThird-country contractors and sup- 
pliers are very active in pursuit of public works contracts. Des- 
pite reciprocal trade agreements with other Central American Repub- 
lics that reduce tariffs on certain items, the greater quality and 
frequently more favorable prices enable U.S. suppliers to be com- 
petitive. Also, U.S. or European imports are often the preferred 
choice if considerations of style, performance, and quality are the 
deciding factors. In public bids where supplier credits are criti- 
cal to success, U.S. firms have been largely excluded due to very 
soft terms offered by third countries which often mix export credit 
with aid. The Export-Import Bank of the United States will consider 
providing an export financing loan in Honduras only if the transac- 
tion is part of a large project, such as El Cajon. In addition to 
financing, competitive pricing is, as always, a key consideration. 
The Government is generally a least-cost buyer. 


HOST GOVERNMENT POLICY: Honduran Government policy is to maintain 
an open door to foreign investment. Four of the five largest cor- 
porations in Honduras are U.S. owned. Foreign capital is given the 
Same treatment and protection as domestic capital. The modest sys- 
tem of exchange controls instituted in late 1980 has generally not 
caused any restriction of the repatriation of profits, dividends, 
interest, or capital. However, firms in the distribution or lumber 
business must have 5l-percent Honduran ownership. Construction com- 
panies must have a Honduran partner as no foreign firm is known to 
have successfully registered with the College of Engineers. In re- 
cent years, Honduras has attracted new foreign investment in petro- 
leum exploration, mining, pharmaceuticals, wood products, tourism, 
pineapples, shrimp farming, cement, clothing, and textiles. This 
open door policy is at times frustrated by a lack of coordination 
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and conflicting goals among relevant government agencies. The under- 
developed state of the Honduran bureaucracy can represent a source 

of difficulties for foreign investors. This is particularly true of 
a foreign investor without a well connected local partner. Addition- 
ally, Honduran law requires that government procurement and other 
special cases be done through Honduran distributors or agents. 


The Government offers duty-free importation of materials and equip- 
ment for varying periods of time to firms qualifying under the 
Industrial Incentive Law. The tariff surcharge imposed in April 
1981 is not included in the exemption. Also, the Free Zone located 
at Puerto Cortes offers basic facilities to export-oriented manu- 
facturers at local wage rates. The Free Zone is actively seeking 
factories for already completed buildings, especially operations 
that would employ male labor. Although restricted by law to in- 
vesting in Honduran majority-owned firms, CONADI often takes an 
equity share or debt positions in firms with minority foreign par- 
ticipation and especially seeks foreign partners with technical 
expertise. While rather small and undercapitalized by international 
standards, Honduran manufacturers are typically very aggressive in 
their desire to affiliate with foreign partners in joint ventures 
and licensing arrangements. 





MAJOR DEVELOPMENT PROJECTS IN HONDURAS 


PROJECT 
IMPLEMENTATION STAGE 


Jutiapa-Escombros Road (SECOPT) 

El Progreso-Yoro Highway Rebuilding (SECOPT) 

La Ceiba-Jutiapa Highway (SECOPT) 

San Esteban-Puerto Castilla Highway (SECOPT) 

Tegucigalpa-Jicaro Galan Highway Reconstruction 
(SECOPT) 

Aguan Valley Rural Electrification (ENEE) 

El Nispero Hydroelectric Project (ENEE) 

El Cajon Hydroelectric Project (ENEE) 


Puerto Cortes, La Ceiba, 

Systems (SANAA) 
Emergency Hospitals/Health Centers (Min. Health) 
INCHESA Cement Plant (CONADI) 


El Progreso Water 


Pharmo-Quimico-Omega Pharmaceuticals (CONADI) 

Conpacasa Box Plant (CONADI) 

Lower Aguan Valley Agricultural Development 

Aguan Valley African Palm Oil Plants (CONADI), 
(INA) 

Puerto Castilla Port Construction (ENP) 

Puerto Cortes Free Trade Zone 

IHMA Grain Silos 

Rural Telephones (HONDUTEL) 

Tegucigalpa North Telephones (HONDUTEL) 

Puerto Cortes Thermal Power (ENEE) 

Bonito Oriental and La Union Sawmills 

San Pedro Sula Hospital 

Puerto Cortes Container Crane 


(CORFINO) 


NEAR BID STAGE FOR ENGINEERING OR CONSTRUCTION 


Agalteca Iron & Steel Plant 

Earth Satellite Station (HONDUTEL) 

El Porvenir-Sul-Yoro-Olanchito Rd. (SECOPT) 
Olancho Pulp and Paper Plant (CORFINO) 
COCESNA Regional Navagation System 

Puerto Cortes Bulk (Liquid/Solid) Terminal 
San Pedro Sula Social Security Hospital 


(ENP) 


PLANNING STAGE 


Tannery (CONADI) 

Slaked Lime Plant (CONADI) 

Guatemala-Honduras Power Grid (ENEE) 

New Tegucigalpa Airport (SECOPT) 

Gracias-Esperanza-Siguatepeque Highway (SECOPT) 

Highways VIII-Rural Roads (SECOPT) 

Danli-St. Maria Road (SECOPT) 

La Ceiba, Juticalpa, 
Hospitals (Min. Health) 


Key to Acronyms: 


SECOPT - Ministry of Transportation, 
Public Works and Communications 

ENEE - National Electric Company 

CONADI - National Industrial Development 
Corporation 

INA - Agrarian Reform Institute 

ENP - National Port Authority 

IHMA - National Grain Marketing Institute 

SANAA - National Water Company 

CORFINO - Olancho Forestry Development 
Corporation 


Santa Rosa de Copan Regional 
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cost 


FOREIGN 
FINANCING 


PERCENT 
COMPLETE 


CABEI 
IDB 
CABEI 
IDB, 
IDB 


IBRD 


AID 
IBRD, 
IBRD, 
VIF, 
IBRD 


CABEI, IDB 
IDB, CABEI, 
Japan 


IDB 
IDB, VIF, 
Spain 


Japan, 


IDB 
IDB, Netherlands 
IBRD, 
IBRD 
CABEI 
IDB, 


VIF 


CABEI 


IBRD 


IDB, IBRD, VIF 


IDB 


IBRD 
IDB, 

UNDP 
IBRD 


IBRD, VIF 


HONDUTEL - National Telephone Co. 


Min. 


Health - Ministry of Health 


CABEI - Central American Bank for 
Economic Integration 


IBRD - World Bank 


IFC - International Finance Corp. 

IDB - Inter-American Development Bank 
UNDP - United Nations Development Program 
VIF ~- Venezuelan Investment Fund 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPO you need to succeed in overseas business. 
RTING Overseas Business Reports (OBR’s)—40 
BLINDFOLDED? a year—bring you detailed information on overseas 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect US. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


LLL LE LEA IOC IRE TAI IO EGET SC MI BET I TE ET RMR EOE ITT TETRIS HR ORRIN AS SERRE RS Se TST RRR Do Sg a RAS ne RET 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
‘ Credit Card Orders Only 


Enclosed is $_______ 0 check, 
0 money order, or charge to my 
Deposit Account No. Credit 


(TITLIITIIO Card No. PELL LITE LIS LIL ee 
seep Expiration Date 
a Month/Year PEI 


Enter my subscription to: [] Overseas Business Reports at $40 per year ($50 overseas) 
(0 Foreign Economic Trends at $50 ($62.50 overseas) 


eb) 


Total charges $______ Fill in the boxes below. 


Company Name 


individual's Name—First. Last 
Street address 


City State ZIP Code 


Bh 


(or Country) 


bit 


PLEASE PRINT OR TYPE 





